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Cooperation with Stock Exchanges 


The Institute's special committee on co- 
operation with stock exchanges, on December 
21st, addressed to the New York stock ex- 
change, a communication suggesting, among 
other things, a form of accountants’ report. 
The communication follows: 

The copy of the communication addressed by your 
committee to the governing committee of the stock 
exchange under date of October 24, 1933, regarding 
audits, which was sent to the president of the Ameri- 
can Institute of Accountants, has been referred to this 
committee. We welcome the suggestion that the 
matters therein dealt with should be brought to the 
attention of listed companies and organized bodies 
of accountants and accounting officers, and shall be 
glad to coéperate with the exchange in the manner 
contemplated. 

We are glad to note that the replies received to 
the letter of the president of the exchange dated 
January 31, 1933, indicate general acceptance of the 
principles set forth in the communication of this 
committee to the exchange dated September 22, 1932, 
and we propose to recommend to the Institute that 
these rules, and such acceptance, should be brought 
to the attention of all members of the Institute. 

We have noted with interest the views expressed 
by the committee on stock list with regard to the 
problem of safeguarding the transactions of cor- 
porations. While agreeing with your committee that 
in the case of large companies the safeguarding of 
transactions is primarily a matter of internal or- 
ganization, we should like to make it clear that we 
fully appreciate the value of the detailed audit in 
appropriate cases. Where the internal check and 
control are necessarily limited or severely restricted, 
the detailed audit serves a most useful purpose, 
though no audit should be regarded as taking the 
place of sound measures of internal check and con- 
trol, except in cases where the organization is so 
small as to make adequate check 
practicable. 

We believe that accountants, in cases where they 
do not make a detailed audit, now regard it as a 
part of their duty to inquire into the system of in- 
ternal check—indeed, this duty is expressly recog- 
nized in the pamphlet Verification of Financial 
Statements as revised by the American Institute of 
Accountants in 1929, the first sentence of the general 
instructions contained in that pamphlet reading in 
part: 
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“The scope of the work indicated in these in- 
structions includes . . an examination of the 
accounting system for the purpose of ascertain- 
ing the effectiveness of the internal check.” 
We would, however, point out that it is always a 
matter of judgment on the part of corporate manage- 
ment to weigh the risks against which safeguards 
are desirable in comparison with the cost of pro- 
viding safeguards. The whole matter lies in the 
field of discretion, and if in any case a defalcation 
should occur and escape detection, the accountants 
can not be expected to accept any financial responsi- 
bility, but only to accept such blame as may attach 
to a possible error of judgment on their part with 
respect to their review of the methods and extent of 
the internal check and control. The effect on the 
reputation of a public accountant, arising from such 
an error of judgment, is serious and quite sufficient 
to ensure care on his part. 

We agree with your committee in the view that 
auditors can not properly disclaim all responsibility 
for the correctness of the classification of an income 
or profit-and-loss account merely because they are 
not in a position to assume full responsibility there- 
for. Your suggestion that auditors should “accept 
the burden of seeing that the income received and 
the expenditures made are properly classified in so 
far as the facts are known to them or are ascertain- 
able by reasonable inquiry’’ seems to us a reasonable 
one and we believe it is calculated to afford investors 
in the great majority of cases the protection which 
your committee desires. Our only further comment 
on this portion of the communication is, that where 
the facts are clearly disclosed on the face of the 
statement it may not be necessary for the account- 
ants to embody a qualification in their report. 


We agree that the problem of reflecting the oper- 
ations of subsidiary and controlled companies is one 
of real difficulty. Experience here and abroad con- 
firms the view that there is no single satisfactory 
solution. We believe, however, that if corporate 
managements and accounting officers approach the 
question with an honest desire to make the statements 
as fair and informative as possible, a solution ap- 
propriate to each individual case will always be 
found, and we propose to ask the Institute to bring 
the point to the attention of all its members and urge 
their fullest codperation to this end. 


We shall be very glad to join in any codperative 
effort to develop a form of accountants’ reports 
which will be more valuable to investors. We agree 
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that such reports should be so framed as to con- 
stitute answers to the three questions contained in 
President Whitney's letter of January 31, 1933, men- 
tioned by you; viz.: 


“Whether in their” (i. the auditors’) 
“opinion the form of the balance-sheet and of the 
income, or profit-and-loss, account is such as fairly 
to present the financial position and the results of 
operation.” 


“Whether the accounts are in their opinion 
fairly determined on the basis of consistent ap- 
plication of the system of accounting regularly 
employed by the company.” 

“Whether such system in their opinion con- 
forms to accepted accounting practices, and par- 
ticularly whether it is in any respect inconsistent 
with any of the principles set forth in the state- 
ment attached hereto.” 


We think it desirable, also, as suggested in our re- 
port of September 22, 1932, to emphasize the fact 
that accounts, and consequently any statements or 
reports based thereon, are necessarily in large meas- 
ure expressions of opinion. To this end, we think 
it desirable that the document signed by the account- 
ants should be in the form of a report, as in Eng- 
land, rather than a certificate, and that the words 
“in our (my) opinion’’ should always be embodied 
therein. It is impracticable to indicate in a standard 
form of report exactly the procedure followed, since 
it will vary in different cases, and it will be desir- 
able to use language which may understate what has 
been done rather than to incur the risk of the ex- 
tent of the examination being exaggerated by the 
reader. 


With these considerations in mind, we have 
drafted as a basis for discussion a form of report, a 
copy of which, with some explanatory notes, is at- 
tached hereto, and we should be glad to have an 
expression of opinion thereupon from your com- 
mittee or others interested. As indicated in the first 
note, it would be our view that before issuing such 
a report as we have drafted the accountant should 
have at least made an examination of the character 
outlined in the bulletin, Verification of Financial 
Statements as interpreted in the communication of 
your committee to the governing committee of the 
exchange dated October 24, 1933. 


With renewed assurance of our willingness to co- 
operate, and awaiting your advice as to the way in 
which you think such codperation can best be ex- 
tended, we are 


Yours very truly, 
GeEorGE O. May, Chairman 
ARCHIBALD BOWMAN 
ARTHUR H. CARTER 
CHARLES B. COUCHMAN 
SAMUEL D. LEIDESDORF 
WALTER A. STAUB 


The suggested form of accountants’ report 
follows: 


To the XYZ Company: 


We have made an examination of the balance- 
sheet of the XYZ Company as at December 31, 
1933, and of the statement of income and surplus 
for the year 1933. In connection therewith, we ex- 
amined or tested accounting records of the company 
and other supporting evidence, and made a general 
review of the accounting methods and of the operat- 
ing and income accounts for the year, but we did 
not make a detailed audit of the transactions. 


In our opinion, based upon such examination and 
upon explanations furnished to us, the accompanying 
balance-sheet and related statement of income and 
surplus fairly present, in accordance with accepted 
principles of accounting consistently followed by the 
company, its position at December 31, 1933, and the 
results of its operations for the year. 


NOTES 


1. It is contemplated that before signing a report 
of the type suggested, the accountant should have 
at least made an examination of the character 
outlined in the bulletin, Verification of Financial 
Statements as interpreted in the communication 
of the committee on stock list to the governing 
committee dated October 24, 1933. 

2. The report should be addressed to the directors 
of the company or to the stockholders if the ap- 
pointment is made by them. 

3. The statement of what has been examined would, 
of course, conform to the titles of the accounts 
or statements reported upon. 

4. In the second sentence, any special forms of con- 
firmation could be mentioned; e.g., “including 
confirmation of cash and securities by inspection 
or certificates from depositaries.” 

5. The clause, ‘‘based upon such examination and 
upon explanations furnished to us’ could be 
omitted if desired. 

6. It is contemplated that the form of report would 
be modified when and as necessary to embody any 
qualifications, reservations, or supplementary ex- 
planations. 


Memorandum on Accounting for 
Foreign Exchange Gains 


After consideration of accounting problems 
related to the decline of the dollar on foreign 
markets during recent months, the Institute's 
special committee on accounting procedure has 
prepared a supplement to its memorandum of 
December, 1931, dealing with foreign- 
exchange fluctuations in accounts. 

The problem presented at that time was to 
account properly for foreign-exchange losses 
due to the decline of foreign monies in rela- 
tion to the dollar. The present difficulty cen- 
ters about the treatment of profit-on-exchange 
items which may be of a purely transitory na- 
ture because of the unstable condition of the 
international money market. 


The report here submitted has not been con- 
sidered by the council nor by the executive com- 
mittee and therefore has not the official en- 
dorsement of the Institute. Its recommenda- 
tions, representing the personal opinion of the 
members of the special committee, are offered 
in the hope that they may be helpful in the 
preparation of year-end statements for cor- 
porations with subsidiaries abroad. 

The text of the report is as follows: 

In view of the exceptional conditions affecting 
foreign exchange transactions at the present time, 
the special committee on accounting procedure con- 
siders it opportune to submit the following notes 
supplementing the memorandum on foreign exchange 
prepared in December, 1931: 


The general principles of accounting applicable 
to the foreign exchange situations, as set forth in 
the original memorandum, have naturally not been 
changed. It is correct practice to show the value 
of net current assets at the rate of exchange prevail- 
ing at the date of the balance-sheet, but certain 
points must be kept in mind. 


The application of these principles will at the 
present time generally result in an increase in the 
net worth of a corporation as stated in dollars, but 
it will be impossible, in the case of many corpo- 
rations carrying on business abroad, to convert all 
the assets expressed in currency into physical dol- 
lars, due, in part, at least, to the impracticability of 
turning net current assets situated abroad into cash. 

Atttention is called to the fact that, particularly 
where manufacturing or trading branches (as dis- 
tinguished from branches engaged entirely in selling) 
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are maintained in foreign countries, there must al- 
ways remain in such countries net current assets 
which cannot be converted 
ably short notice. 


into dollars at reason- 


Bearing this in mind, it is desirable to recom- 
mend strongly to clients that, during such a period 
as the present, when rates seem liable to a consider- 
able future fluctuation, either upward or downward, 
any apparent increase in the net worth arising from 
the classes of assets referred to in the preceding para- 
graph should be carried to a suspense account until 
exchange has become more stabilized or it is reason- 
ably safe to assume that future fluctuations of ex- 
change will tend permanently to increase the net 
book worth in dollars of the concern under review. 


Furthermore, when dealing with such assets, other 
basic principles should not be violated. Of course, 
should be valued at cost or market, 
whichever was lower, and the cost of such inven- 
tories, as affected by exchange variations should be 


inventories 


borne carefully in mind; when the goods in ques- 
tion are manufactured abroad and it becomes neces- 
sary to express the cost in dollars, unless the period 
of manufacturing and the basis of costing are care- 
fully considered from every angle, including the cor- 
rect relative rate of exchange, errors of principle may 
easily occur. 

In times like the present, “blocked” cash, not 
available for the company’s normal operations in 
the country where it is blocked, should also be con- 
sidered carefully. It would appear desirable to take 
such monies out of current assets and not to take in- 
to profit-on-exchange the apparent gain that might 
arise from converting the nominal quotation into 
dollars, even though the client has taken into earn- 
ings exchange ‘“‘gain” on other assets. 


It should also be noted that where there are losses 
through the conversion of net liabilities existing in a 
foreign country, such losses should be provided for 
out of operations. 


Since at the time of the fall of many foreign cur- 
rencies in 1931 it was fair and proper in the case 
of American companies adversely affected, to state 
as a special item of loss the loss occasioned by 
countries abandoning the gold standard, conversely, 
at this time it is important to insist that any items 
which may properly be carried into the income ac- 
count should be shown separately in that statement, 
so far as such gain is in excess of normal exchange 
earnings. This paragraph is not intended in any 
way to weaken the recommendation of the commit- 
tee made earlier in this memorandum to the effect 
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that clients should be advised to retain in “suspense 
account” profits that are merely book increases. 

It is realized that where there is a steady tendency 
of decline, as has been the case during the past year 
in the dollar exchange rates, it is not practicable to 
state exactly the gain occasioned by these fluctuations, 
as was possible with regard to exchange losses in 
many cases in 1931. Each case will necessarily be 
considered individually, and the best available 
methods to determine a reasonable estimate for the 
special gain accruing to the company should be 
utilized. 

Special committee on accounting procedure 
J. H. Stracc, Chairman 
Wm. H. BELL 
H. B. FERNALD 
P. W. R. GLOVER 
VIVIAN HARCOURT 
December 27, 1933. 


This memorandum should be considered in 
conjunction with the 1931 report, which is re- 
printed here for the convenience of members: 

“The meetings of the special committee on account- 
ing procedure held during the month of November 
have been devoted to the consideration of the ques- 
tion of foreign exchange. The committee realizes 
that there is considerable discussion in financial 
circles as to the correct method of stating in forth- 
coming accounts of American corporations the con- 
solidated results of their business conducted in for- 
eign currency, having regard to the numerous and 
severe fluctuations in foreign exchange that have 
occurred during the year. It believes that members 
of the American Institute of Accountants might find 
it helpful to have the underlying principles affecting 
such accounts restated briefly as an aid in answering 
inquiries which undoubtedly will be made to them on 
this question. 

BALANCE-SHEET 


“Fixed assets should be converted into dollars at 
the rates prevailing when such assets were acquired 
or constructed. Where large units are purchased for 
American dollars the American dollar cost will, of 
course, be used. If, however, the purchase is made 
in some foreign currency then the cost of the fixed 
assets should be the equivalent of the amount of for- 
eign currency* in American dollars, at the rates of 
exchange prevailing at the time payment is made. In 
consolidated accounts, the depreciation charged on 
fixed assets should be kept strictly on the American 
dollar cost, even though for purposes of local taxa- 


tion it may be impossible to show the full currency 
equivalent on the foreign statements. 

“An example of this would be where a plant had 
been erected in France at the cost of Frs. 1,000,000 
when such Frs. 1,000,000 was equivalent to $200,- 
000.00. Assuming an average rate of 6 per cent, 
depreciation of $12,000 should be provided for in 
the consolidated accounts (both balance-sheet and in- 
come account), even though there could be taken up 
on the French records only Frs. (9,000, or the equiva- 
lent, at the present rate of exchange, or $2,400. 

“Cash, accounts receivable and other miscellaneous 
current assets should be converted at the rate of ex- 
change prevailing on the date of the balance-sheet, 
unless protected by forward exchange contracts. 

“Inventory should follow the standard rule of 
market or cost, whichever is lower in dollars. Where 
accounts are to be stated in which the question of 
foreign exchange enters and the inventory is not 
treated as an ordinary current asset and converted 
at the rate of exchange prevailing on the date of the 
balance-sheet, the burden of proof should be on the 
client. 

“There are, however, undoubtedly many cases 
where the cost or a portion of the cost of an article 
was incurred when the foreign currency was at a sub- 
stantially higher rate of exchange than existed on 
the closing day of the financial period. In many 
cases such an asset could not be replaced for the 
amount in currency at which it appeared in the 
records of the local branch or subsidiary company. 
In some cases the market price in currency would 
undoubtedly have been increased since the fall in ex- 
change, and it would be inequitable to treat ‘the 
lower of market or cost’ as a mere conversion at the 
closing rate of the currency cost price, where the 
article could now be replaced only at a much higher 
amount in currency. Where the market price obtain- 
able in dollars, after deducting a reasonable per- 
centage to cover selling and other local expenses, ex- 
ceeds the cost price of the article in dollars at the 
rate prevailing as of the date of purchase, such origi- 
nal dollar equivalent may be considered as the cost 
price for purposes of inventory. 

“Current liabilities payable in foreign currency 
should be converted into dollars at the rate of ex- 
change in force on the date of the balance-sheet. 

“Long-term liabilities should not be converted at 
the closing rate, but at the rate of exchange pre- 
vailing when the liability was actually contracted. 


*Throughout this memorandum currency is used in 
the sense of local currency as opposed to dollar assets 
or commitments, 
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This is a general rule, but exceptions might exist in 
particular cases: for example, where there are assets 
receivable over a term of years, which are converted 
at the current rate, particularly where such assets 
could be applied to the retirement of such liabilities. 
“As a case in point, assume a corporation had a 
series of bonds to be retired in ten equal annual pay- 
ments in currency and corresponding receipts from 
assets sold on the deferred-payment system, falling 
due at or about the same time as the payments due 
to the bondholders, then such offsetting items might 
reasonably be carried at the same rate of exchange. 


PROFIT-AND-LOSS STATEMENT 


“A loss arising through a fall in foreign exchange 
is a risk incidental to foreign business, and should 
be a charge to operating accounts and not a charge 
to surplus; however, in such a year as the present, 
the item will be a substantial one in many cases and 
may be stated separately in the published accounts of 
a business, if so desired. All businesses engaged in 
foreign trade have what may be considered normal 
exchange differences which would properly be in- 
cluded under the ordinary captions. It is probably 
impossible to formulate an absolute general rule to 
cover the determination of the amount of special Joss 
on foreign exchange during such financial periods 
as are now Closing. 

“Where a loss could be considered as occurring to 
a large extent within two or three days through the 
country in which business is being conducted sus- 
pending or abandoning the gold standard, a fair 
measure of the loss might be taken by calculating the 
fall in the dollar equivalent on the net current assets 
carried in such depreciated currency, as outlined 
above. In other cases, the special loss may fairly 
be determined by a similar calculation at the end of 
the fiscal period, but in this case an adjustment may 
be desirable if remittances from currency to dollars 
have been markedly below or in excess of the normal 
operations subsequent to such fall in exchange. 

“Where a definite loss could not be established, a 
figure based on the average expense which has been 
incurred through exchange during recent periods 
might be considered as a fair charge to usual or 
normal operations, and the remainder of the loss on 
exchange for the entire financial period treated as the 
special loss. 


“In cases of foreign branches or subsidiaries, cor- 
porations conducting their business in foreign cur- 
rencies, (buying, selling and manufacturing) operat- 
ing statements should be converted preferably on the 
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average rate of exchange applicable to each month, 
where there have been wide fluctuations in exchange 
or if this will involve too much labor on a care- 
fully weighted average. 

“It will be appreciated that the foregoing is noth- 
ing more than a brief resumé of the generally ac- 
cepted principles pertaining to the treatment of for- 
eign exchange as applied to the statements of ac- 
counts of American corporations. In practice it will 
be found that absolute definite information will, in 
some cases, be missing, in which case considerable 
care should be used to determine a reasonable aver- 
age to be applied. 

“On the treatment of foreign exchange in accounts 
many admirable volumes have been published, but 
an excellent brief resumé was noted by the committee 
in the paper read by Mr. Cecil S. Ashdown at the 
annual meeting of the Institute held in Chicago, Sep- 
tember, 1922, and published the following month on 
page 262, volume XXXIV of The Journal of Ac- 
countancy.” 

Special committee on accounting procedure: 

J. H. Sracc, Chairman 
WILLIAM H. BELL 

P. W. R. GLOVER 
VIVIAN HARCOURT 
WALTER A. STAUB 


Results of Examinations 


About 14 per cent. of the candidates passed 
the American Institute of Accountants exami- 
nations at the November, 1933, sessions; 18 
per cent. were conditioned in one subject and 
68 per cent. failed. About 750 candidates 
sat in the 31 states and territories which co- 
operated in the examinations. 

The next written examinations will be held 
on May 17 and 18, 1934. 


Washington Bill Tabled 


An accountancy bill, designated as H. B. 23, 
was introduced in a special session of the legis- 
lature of the state of Washington, but was 
tabled in committee. The bill provided for 
the designation “licensed public accountant” 
which would have been granted to anyone of 
good moral character, over the age of 21, hav- 
ing had three years’ practice as a public ac- 
countant. There was no provision for exami- 
nation or educational requirements. The bill 
was opposed by the Washington Society of 
Certified Public Accountants. 
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Briet on Proposed Federal Tax 
Legislation 


The Institute's committee on federal legisla- 
tion has filed the following brief with the com- 
mittee on ways and means of the house of rep- 
resentatives, commenting on certain sections of 
the recent report of the sub-committee on tax 
revision relating to proposed new federal tax 
legislation: 


The committee on federal legislation of the 
American Institute of Accountants, a national or- 
ganization of professional accountants throughout 
the country, makes the following presentation to 
your committee with respect to certain features of 
the preliminary report of your sub-committee in re- 
spect to proposed new federal tax legislation. 

Certain matters of which we speak hereafter are 
technical accounting matters, while others we speak 
of from the standpoint of our practice as public ac- 
countants covering a wide view of the actual work- 
ing or income tax laws as they affect business and 
are reflected in the tax returns submitted. 

We urge for your consideration the following: 

1. Consolidated returns 

The report proposes to eliminate the privilege of 
filing consolidated returns. We believe that this 
proposal is unwarranted and should not be imposed. 

A brief was filed by the American Institute of 
Accountants committee on federal legislation at the 
time the committee on finance of the senate of the 
United States was considering the revenue bill of 
1932, H. R. 10236, which brief stated in part that 
the American Institute of Accountants had consistent- 
ly urged the system of consolidated returns as best 
adapted fairly and equitably to reflect true net in- 
come. Long before the matter was raised for in- 
come tax legislation, accountants had adopted the 
practice of consolidated statements. In 1917 the 
Institute urged the adoption of consolidated income 
returns. In 1928, when it was proposed to eliminate 
them, the Institute joined with others in urging their 
continuance. We believed then and we still believe 
that consolidated returns are proper and should be 
encouraged rather than discouraged as they are in 
accord with sound business principles and good ac- 
counting practices. 

If separate corporate accounts are filed for each 
member of an affiliated group, it may be found that 
by accident or design profits or losses for separate 
corporations will be shown on inter-company trans- 
actions which represent no true income or loss to 


the affiliated group. There is no more profit to a 
group from the passage of goods from one corpo- 
ration to another, than there is by the transaction of 
one branch with another of the same corporation. 
To show the true facts as to the group as a whole 
and to minimize the opportunity of evasion and con- 
cealment, the consolidated statement was adopted 
and has general recognition amongst accountants, 
lawyers, business men and stockholders. 


Consolidated federal-income-tax returns have now 
been in effect for well over sixteen years and diff- 
culty, uncertainty and confusion will result if they 
are now to be discontinued. As many corporations 
have never submitted anything other than consoli- 
dated federal-income-tax returns, it is conceivable 
that separate returns will call for practically a new 
basis, resulting in disputes and litigation with con- 
sequent delay and uncertainty, which it would seem 
desirable to avoid at the present time. 

If consolidated returns are eliminated, it will be 
to the interest of consolidated groups to equalize the 
income of their respective separate members, and the 
statistics of the results shown by consolidated returns 
of the past will not be reliable as a basis for the 
calculation of the revenue which may be anticipated 
from separate returns. 


Finally, we would state that the principle of con- 
solidated statements is in general use in business 
and is not a device to give affiliated groups some tax 
advantage, and we urge that the principle of con- 
solidated returns be continued. 

2. Credit for foreign taxes 

Your sub-committee proposes to eliminate entirely 
the foreign tax credit granted by the present revenue 
act. Your committee points out that by the allow- 
ance of such a credit domestic corporations engaged 
in foreign business receive a credit which entirely 
domestic concerns do not receive on account of state 
income taxes. It is possible a credit should be given 
instead of a deduction for state income taxes but it 
is believed that the granting of the credit for foreign 
income taxes, recognizing as it does the principle 
of avoidance of international double taxation, was 
a step in the right direction and was intended to 
work justice. 

The imposition of an income-tax of 1334 per cent., 
plus the income taxes imposed by the foreign coun- 
try, would obviously have a serious effect on the 
ability of American industry doing business abroad 
to compete with foreign corporations. There are 
ready means of avoiding double taxation by means 
of incorporation in foreign countrices or, in the 
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case of domestic corporations becoming foreign cor- 
porations, and an increase in revenue by the elimi- 
nation of the credit for the foreign taxes would quite 
likely not amount to the sum which it has been esti- 
mated such elimination might produce. 


3. Depreciation and depletion 

The recommendation of your sub-committee under 
this heading is a 25 per cent. reduction in depreci- 
ation and depletion deduction for the three years 
1934, 1935 and 1936. 

It will no doubt have been called to your attention 
that the present revenue act provides that the allow- 
ance to be made for depreciation and depletion shall 
be “a reasonable allowance’ and if the allowances 
which are taken by the taxpayers are not reasonable 
then the remedy is in the hands of the department 
without any additional legislation. 

Where the allowances taken by the taxpayers are 
reasonable, it is obviously inequitable and unjust 
to arbitrarily reduce the deductions as proposed by 
your sub-committee, as, while depreciation and de- 
pletion are not a cash outlay of the year, it is a 
well recognized principle that setting aside reason- 
able depreciation is the most conservative method 
of providing for the replacement of plant and prop- 
erty investments. Taxing profits arrived at without 
provision for reasonable depreciation, transgresses 
good accounting principles and must obviously re- 
sult in a taxation of capital and not of income. 

The rates generally allowed for depreciation were 
the subject of a study by the bureau of internal 
revenue contained in a preliminary report issued in 
January, 1931. In the discussion of this subject 
the department said in part: 

“It is elemental that in determining the true 
net income derived from the operation of a trade 
or business, all operating costs or expenses must 
be deducted. The consumption of capital repre- 
sented by depreciation is an operating cost or ex- 
pense and must be recognized the same as other 
operating costs or expenses.” 

With this statement we are in entire agreement. It 
is our opinion that to disallow 25 per cent. of the 
depreciation of a manufacturer would be as unjust 
as it would be to arbitrarily disallow 25 per cent. 
of the selling expenses of a merchant. 

A 25 per cent. disallowance of all depreciation will 
obviously result in inequity, in that certain depre- 
ciation may be spread over a period of twenty years 
and the disallowance in the first case would amount 
to 18.75 per cent. whereas in the second case it would 
only amount to 3.75 per cent. 


General 

There are certain other recommendations of your 
sub-committee which we are not attempting to dis- 
cuss at this time but we would like to go on record 
that, before giving effect to any change in regard to 
capital gains and losses, exchanges and _ reorgan- 
izations and partnership losses, a more complete in- 
vestigation of the whole of the tax problems should 
be made with a view to arriving at more scientific 
conclusions than those which are exemplified in our 
present revenue acts, affected as they are by their 
many amendments brought about by expediency. 

Members of the Institute's committee on 
federal legislation are N. L. McLaren, chair- 
man, George Cochrane and Leon E. Williams. 


Cooperation with Bankers 

Calling attention to the efforts of the na- 
tional administration to encourage greater util- 
ization of bank credit, the American Institute 
of Accountants and the Robert Morris Associ- 
ates have issued letters to their members stress- 
ing the importance of adequate financial state- 
ments and audit reports as a basis for the ex- 
tension of credit for the coming year’s 
operations. 

The letters were signed, for the Institute, by 
Charles B. Couchman, chairman of the special 
committee on codperation with bankers, and 
for the Robert Morris Associates by Philip F. 
Gray, chairman of the committee on co6dpera- 
tion with public accountants. Copies of both 
were sent under date of December 20, 1933, 
to the entire membership of both organizations. 

The letter addressed to members of the Insti- 
tute was as follows: 

At the present time, when the national admin- 
istration is bending all efforts to obtain greater 
utilization of bank credit, it is of particular im- 
portance that all obstacles to the free granting of 
legitimate and justifiable short-term credit be re- 
moved. To this end, the bankers, in discussions 
with us, have emphasized the following points which 
both believe will be of aid in accomplishing the de- 
sired results: 

1. Grantors of bank credit desire to be fur- 
nished with audit reports containing balance-sheet, 
statement of operation, and surplus analysis with an 
expression of the accountant’s opinions thereon, to- 
gether with supporting schedules and _ significant 
comments on matters of interest to creditors. The 
bankers assure us that for any client who objects to 
leaving such confidential information in the files of 
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the bank, satisfactory arrangements can be made to 
see that it does not get into the hands of competitors 
or other outside interests. The bankers feel that the 
federal reserve board bulletin entitled Verification of 
Financial Statements is the best available outline of 
scope of an audit for credit purposes. 


2. Balance-sheets submitted by accountants should 
be presented in reasonable detail rather than in con- 
densed form. In the bankers’ experience condensed 
statements have at times had the effect of concealing 
items which would be of significance to credit 
grantors. The accountants, therefore, should exercise 
special care in approving a condensed balance-sheet 
for publication. 


3. The bankers desire that the accountants shall 
increase the scope of their investigation with regard 
to inventories that may appear on_balance-sheets 
which are to be used for credit purposes and sug- 
gest that the accountants be more aggressive in urg- 
ing clients to authorize and pay for increased work 
in this respect. The bankers further indicate that 
they are willing to support the accountants by urg- 
ing their credit seekers to authorize such additional 
work with regard to the inventory as the account- 
ants deem necessary in order that the banker may ob- 
tain the full value of the accountants’ opinion with 
regard to this important element of the balance- 
sheet. They recognize that physical appraisal does 
not come within the scope of the profession of ac- 
countancy, but they do desire the accountants, in ad- 
dition to substantiating the clerical accuracy of the 
inventory and the testing of prices, to use such 
further methods of substantiating the quantities and 
the salability of the merchandise as may come within 
the range of proper accounting procedure. While 
the accountant cannot assume responsibility for the 
salability of merchandise, yet he should give the 
banker the benefit of whatever tests he may be able 
to make from the records that would enable the 
banker to render a more accurate judgment upon this 
salient point. Such additional information may in- 
crease the banker’s confidence that his judgment is 
well founded, to such an extent that it may facilitate 
the granting of the full amount of credit that is 
justified in each case. 

Enclosed herewith is a copy of a letter addressed 
to members of the Robert Morris Associates by their 
committee on codperation with accountants which in- 
dicates that the accounting profession can expect 
support of the bankers in efforts to make their ex- 
aminations of more utility for credit purposes. 
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The letter addressed to members of the 
Robert Morris Associates follows: 

As the period of the year is approaching when 
banks begin to look forward to receiving the annual 
balance-sheets of their customers, your committee on 
coéperation with public accountants offers the fol- 
lowing suggestions in the hope that they may be of 
assistance. 


The desirability of unrestricted audits with ac- 
countants’ unqualified certificates was never a more 
important consideration for companies needing credit 
than at the present time. The management may not 
always realize this, but may feel satisfied with the 
correctness of its own accounting records, and regard 
an audit as an expense imposed upon it from out- 
side. In such cases, it may end-avor to get the work 
done at a minimum of cost without regard to quality. 
Auditing is not an expense on which to practice un- 
due economy. The borrower should be impressed 
with the importance of allowing the accountant a 
fee commensurate with an adequate examination. He 
should not jeopardize his credit standing by creating 
the doubts which arise in the mind of the credit man 
when he sees a qualified certificate resulting from a 
restricted audit. 


It is to the borrower's interest to allow the ac- 
countant to assemble and verify all pertinent facts, 
not only to facilitate the obtaining of credit, but also 
to provide the management with dependable figures 
to guide it in directing the business. Speaking from 
the banker’s standpoint, it is desirable to have de- 
tailed information in a comprehensive report by the 
accountant. 


In connection with the inventory, too much em- 
phasis cannot be placed upon the desirability of ob- 
taining an independent verification by the accountant 
or other outside representative which will clearly 
show the salability of the merchandise, as well as 
the correctness of the inventory figure. This is par- 
ticularly true this year when so many companies 
have materially increased their inventory in antici- 
pation of rising prices. An audit is intended as an 
independent expert opinion regarding the fairness of 
the balance-sheet which hardly can be considered 
complete when a major item such as merchandise 
has not been substantiated. We do not advocate 
that the accountant take the inventory or necessarily 
supervise it, provided the company has adequate 
records which automatically check the inventory 
quantities. We do believe, however, that the ac- 
countant should satisfy himself by reasonable tests 
that the quantities were on hand, and that the basis 
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of valuation, as well as computations, is accurate. 

The committee on codperation with bankers of the 
American Institute of Accountants has recently ad- 
dressed a letter on this subject to their members, 
copy of which is enclosed. Their letter indicates 
the desire of the accountants to work in close co- 
operation with bankers in obtaining the type of audit 
report needed for credit granting. 


Your committee recommends that each member of 
the Robert Morris Associates provide himself with 
copies of both letters for distribution among his 
customers in advance of their annual audits. The 
secretary's office will be able to provide all the 
copies that the members wish to use. 


Events of 1933 


Following is a chronological outline of im- 
portant events affecting accountancy and the 
Institute during 1933: 

January: 

New York stock exchange announces requirement 

of independent audits of listed corporations. 


Officer of stock exchange places in evidence, at a 
hearing before senate committee on banking and 
currency, a cOmmunication dealing with corporate 
accounts and reports, addressed to the stock exchange 
by the American Institute of Accountants special com- 
mittee on codperation with stock exchanges. 

Copies of the communication mailed to members 
and associates of the Institute. 


New York produce exchange adopts regulation re- 
quiring independent audits of listed enterprises. 


R. G. Dun & Co., advises subscribers to have in- 
dependent audits and urge their customers to follow 
the example. 


Chairman of committee on stock list of the New 
York stock exchange states at hearing before senate 
committee on banking and currency that he would 
welcome legislation requiring all companies offer- 
ing securities on a public market to have annual 
independent audits. 


Edison Electric Institute announces adoption of 
by-laws containing provision for annual audits of 
members’ accounts by independent certified public 
accountants. 
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February: 

Stock exchange submits to listed corporations ques- 
tions relating to the character and extent of indepen- 
dent audits. 


Accountants file with exchange a letter discuss- 
ing the scope and character of audits. 


The New York Times and the Chicago Daily 
News urge independent audits as protection to in- 
vestors. 


March: 

Chicago stock exchange adopts requirement of in- 
dependent audit of listed companies. 

Financial statements certified by independent 
auditors recommended as part of the information re- 
quired of vendors of securities in the proposed 
federal securities bill. 


April: 

Credit men and accountants discuss means by 
which credit associations might obtain information 
of value from accountants. 


May: 
Governor of Pennsylvania signs bill requiring in- 
dependent audit of accounts of corporations. 


Article in American Mercury suggests retention of 
independent auditors by committees of security 
holders. 


Chicago Tribune, Wall Street Journal, Chicago 
Daily News, Chicago News & Post and the Wil- 
mington Journal Every-Evening advocate independent 
audits and election of auditors by stockholders. 


Federal securities act becomes law: requires pros- 
pective vendors of securities to submit financial state- 
ments certified by “independent certified or public 
accountants.” Imposes heavy liability on vendors, 
underwriters and experts associated in issue. 


June: 
Special committee of American Institute accepts 


invitation to advise Federal Trade Commission in 
drafting regulations under the securities act. 


Federal industrial control act becomes law. 
Authorizes representative associations of various in- 
dustries to formulate “codes” outlining plans of fair 
competition including agreements not to sell below 
cost. 
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July: 
Trade commission regulations under securities act 
made public. 


President of Robert Morris Associates advocates 
adoption of natural fiscal year. 


Fourth International Congress on Accounting held 
at London, England. 
September: 

Adoption of natural fiscal years by industries filing 
codes under N. R. A. urged by Institute committee 
and by Associated Industries of Missouri. 

October: 

Seventeenth annual meeting of the American In- 

stitute of Accountants held at New Orleans. 


New York stock exchange announces adoption of 
principles submitted by Institute committee and sug- 
gests additional information in auditors’ certificates. 
December: 

Institute committee submits to stock exchange sug- 
gested form for auditor's report with comment and 
explanation. 


Secretary Guest of Rhode Island 
Society 


The Rhode Island Society of Certified Pub- 
lic Accountants entertained John L. Carey, sec- 
retary of the American Institute of Account- 
ants, at a dinner meeting at the Narragansett 
Hotel, Providence, December 19th. Spencer 
Over, president of the society and member of 
the special committee on development of the 
Institute, acted as chairman and introduced Mr. 
Carey to the twenty-five members who were 
present. After preliminary remarks by the sec- 
retary of the Institute there was general dis- 
cussion of the activities of the national organ- 
ization and of current problems confronting 
the profession. 


Accountant Appointed Deputy 
Comptroller of New York 


William R. Donaldson, a member of the 
American Institute of Accountants, has been 
appointed second deputy comptroller of the 
city of New York. He assumed his new duties 
January 1st. Mr. Donaldson is a partner in a 
firm of practising accountants, and a member 
of the New York bar association. 
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Robert L. Bright 


Robert L. Bright, a newly elected member of 
council of the American Institute of Account- 
ants, died at his home in Knoxville, Tennessee, 
December 11th, after a brief illness of 
pneumonia. He was 53 years of age. Mr. 
Bright was a charter member of the Institute 
and had been a member of the special com- 
mittee on development of the Institute during 
the fiscal year, 1932-1933. At the annual meet- 
ing at New Orleans, October 18, 1933, he was 
elected a member of council for a term of five 
years. Mr. Bright had been in public account- 
ing practice for many years, and at the time 
of his death he was practising under his own 
name in Knoxville. 


Valuation of Insurance Company 
Portfolios 


The National Convention of Insurance Com- 
missioners has recently recommended a change 
in method of valuing portfolios of insurance 
companies. Following is the resolution ap- 
proved by the commissioners intending to gov- 
ern statements of values as of December 31, 
1933, in place of the ‘convention values” used 
last year: 

ments, 


Stocks and bonds other than bonds of govern- 
states and political subdivisions thereof, 
should be valued at the average of convention values 
used for annual statements as of December 31, 1932 
and market quotations of November 1, 1933, ex- 
cept as hereinafter provided. 

“2. Bonds amply 
should be valued on 
permitted by law. 

"3. All bonds of governments, states and politi- 
cal subdivisions thereof should be valued at the con- 
vention values used for annual statements as of De- 
cember 31, 1932, and that where such bonds shall 
have been in default for a period longer than one 
year prior to November 1, 1933, the values to be 
used should be the convention values used for an- 
nual statements as of December 31, 1931, less 30 
per cent of the difference between such values and 
the market price quotations on November 1, 1933. 

“4. The committee on valuation of securities is 
authorized to modify the forgoing formula in cases 
where circumstances warrant. 


secured and not in default 


an amortized basis wherever 


] 


‘Further resolved, That the cost or book value of 
stocks, whichever is lower in the aggregate, held by 
life insurance companies as of November 1, 1933, 
may be used in the aggregate as the fair market value 
of such stocks, provided the income received by such 
companies on such stocks during each of the five 
years preceding the date of valuation shall have been 
at the rate sufficient to meet the interest required to 
maintain policy reserves and other policy obligations; 
and provided further that the net investment income 
received by such companies on their ledger assets 
shall not have been less than required to maintain 
the reserve. This shall not apply to stocks of cor- 
porations in receivership or similar status. Cost as 
used herein shall be held to include stocks received 
as exchanges or rights received as dividends or other- 
wise at not to exceed the market value quoted on 
the date acquired. 


‘Further resolved, That in cases where the con- 
dition of insurance companies may require the imme- 
diate disposition of securities, it is the opinion of 
this committee that the discretion of the state super- 
visory officials of insurance should be exercised to 
vary the general formula herein set forth, so as to 
adopt prices reflected by the exchanges. 

“Further resolved, That in the opinion of the com- 
mittee on valuation companies should be urged to 
maintain a reserve for contingencies to provide for 
fluctuations in the market price quotations of stocks 
and bonds not subject to amortization.” 


State Boards of Accountancy 
CONNECTICUT 


Charles F. Coates, of Hartford, a member 
of the American Institute of Accountants, was 
appointed on December Sth to serve as a mem- 
ber of the Connecticut state board of account- 
ancy for a term of three years beginning Janu- 
ary 1, 1934. 


FLORIDA 


The Florida state board of accountancy held 
its annual election of officers at a meeting at 
West Palm Beach, November 9th. C. Cecil 
Bryant, of Ocala, was elected chairman, and 
H. P. Andrews, of Tampa, vice-president. 
Wilbur F. Divine, of West Palm Beach, was 
elected secretary-treasurer. 
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Cost under the N.R.A. 


On few accounting problems has there been 
such lively discussion and wide perplexity as 
upon that of defining the phrase ‘Cost of pro- 
duction’, as it is used in many codes of fair 
practice put into operation under the national 
industrial recovery act. 

The tendency of the recovery administration 
seems to be to allow each affected industry to 
adopt a definition applicable to its peculiar 
needs, subject to the ultimate approval of the 
administrator. This attitude was expressed by 
Malcolm Muir, division administrator of the 
N.R.A., in a paper read at a recent conference 
of the New York State Society of Certified 
Public Accountants. 

“In my opinion, the question of just what 
constitutes cost under today’s condition should 
be a flexible factor determined largely by the 
conditions of each industry. That is why we 
have approved of code committees’ inserting 
in their codes clauses to the effect that what 
shall constitute cost in each industry shall be 
determined by the industry's own code 
authority with the approval of the Administra- 
tor. . . . I have been told that one of the 
most practical ways in which the accounting 
profession can codperate with the N.R.A. is to 
agree within itself as to what costs are and I 
can readily agree that the question of uniform 
accounting systems is one of great importance 
to your whole profession in its relationship to 
the N.R.A.” 

Following a suggestion made in early No- 
vember by Arthur D. Whiteside, deputy ad- 
ministrator of the N.R.A. that some body of 
accountants should define ‘‘costs’” so that the 
N.R.A. could make proper provisions in the 
various codes of fair competition covering 
this question, the Institute's sub-committee on 
the N.R.A. reached the conclusion that it could 
not advance such a definition. It offered, how- 
ever, to assist the administration in drafting 
principles which should be followed by the 
code authorities in determining definitions for 
their own use. 

It has been suggested by individuals that an 
order be promulgated by the national recovery 
administration that each code authority shall 
within a stated time prepare a definition of 
“cost’’ as a basis for setting selling prices, this 
definition to be filed with the administration. 
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Then, after hearings open to all duly accredited 
individuals in each industry, the administration 
should issue an official definition of cost for 
each industry. With this order, according to 
the plan, the administration should state cer- 
tain general principles to be followed in de- 
fining the term. These principles might be 
concerned with the items that should properly 
be included under such heads as ‘‘material 
cost’, ‘labor cost’, ‘manufacturing overhead”’, 
“distribution expense’ and ‘‘administration ex- 
nse’’. 

The following comment is drawn from sug- 
gestions as to the nature of such principles 
offered unofficially by individual accountants: 

‘““*Material cost’ may include, in addition to in- 
voice price, transportation inward, handling expense 
and a reasonable allowance for waste and losses. It 
may be net of all discounts. Where an individual 
manufactures semi-finished products which may be 
purchased from others, he may use prices quoted 
for such products instead of his own costs in com- 
puting cost of finished product. Current replace- 
ment costs may be used instead of actual purchase 
prices where an individual has definite written or 
published quotations. 


“Labor cost’ shall be computed at current wages 
paid for definite manufacturing operations divided 
by the first quality units which may be reasonably 
expected to be produced in accordance with the in- 
dividual’s latest experience. 


"Manufacturing overhead’ shall include the cost 
of the operation, maintenance and administration of 
manufacturing activities which do not vary in direct 
ratio to the quantity and quality of production. Each 
code authority shall prepare a specific list in sum- 
mary form of items to be included. Depreciation 
and obsolescence of buildings and equipment shall 
be included in the amount permitted to be deducted 
in tax returns under the federal income-tax laws. 
Expenditures for research, experiments and develop- 
ment shall be treated in the same manner as the in- 
dividual reports such items on tax returns under the 
federal income-tax law. No allowance for interest 
either actually paid for money borrowed or com- 
puted theoretically on investment will be permitted. 
Expense of maintaining plant facilities definitely 
segregated as idle may be exciuded. 

“Since the nature of manufacturing overhead ex- 
pense, as above defined, does not allow direct appli- 
cation to manufactured products but must be ap- 
portioned on the basis of a budget estimated in ad- 


vance divided by an estimated out-put, the follow- 
ing general principles shall be followed in prepar- 
ing these estimates. Expenditures shall be estimated 
on the basis of the most recent past experience modi- 
fied by anticipation. Estimated out-put shall repre- 
sent that percentage of the individual’s actual normal 
capacity to produce (after allowance for probable 
normal delays and interruptions) which the indus- 
try’s probable sales in first quality units bear to the 
total normal capacity of the industry. Each code 
authority shall estimate this probable percentage in 
advance for a period which shall be determined by 
each code authority for its industry. Any variations 
from this estimate due to differences between actual 
expenditures and budget and/or differences between 
actual production and estimate shall not be deemed 
to be elements of cost for the purpose of setting 
selling prices. The method of apportioning over- 
head expense to product shall be optional with each 
individual so long as it conforms to generally ac- 
cepted means, viz., a percentage of direct labor or 
an estimated amount per hour of labor or machines. 


‘Distribution expense’ shall include all items of 
selling, advertising and loss on obsolete merchandise 
and may be apportioned over estimated production 
in the same manner as manufacturing overhead ex- 
pense. Extraordinary advertising and selling ex- 
penses relating to new territory or new products may 
be treated in the same manner as the individual re- 
ports such items on tax returns under the federal 
income-tax law. 


‘‘'Administration expense’ (if not divided between 
manufacturing overhead and distribution expense) 
may be apportioned over estimated production in the 
same manner as manufacturing overhead expense.” 


In some discussions of the subject, a definite 
distinction between “cost to manufacture” and 
“over-all cost’’ is drawn, and the idea is ad- 
vanced that the recovery administration does not 
intend to prohibit selling at prices below “‘over- 
all cost’. ‘‘Over-all cost’’ is defined as being 
the cost to manufacture plus additional ex- 
penses incident to distribution, general admin- 
istration of the business and items relative to 
the financing of operations. One writer has 
stated the components of cost as follows: direct 
labor plus direct material equals prime cost; 
prime cost plus manufacturing overhead equals 
cost of production; cost of production plus 
selling and delivery expense, plus administra- 
tive expense, plus financial expense equals 

Operating cost; operating cost plus operating 
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profit or minus operating loss equals selling 
price. 

It is contended by some that the idea that 
industry can be prohibited from selling below 
over-all cost is fallacious. It is said that un- 
less we are assured of perpetual prosperity 
there must always be left open to the manu- 
facturer the option of selling below cost dur- 
ing a period wherein he takes a relatively small 
loss but thereby saves his business from ruin. 
The variable and human factors that enter into 
selling expense, moreover, it is said, take it 
out of the category of figures that can be pre- 
determined by a uniform system of com- 
putation. 

The word “‘cost’’, however, as it appears in 
the codes approved and put in operation up 
to the present time, seems to have been inter- 
preted in most cases as meaning the total cost 
to manufacture, sell and distribute. 

Malcolm Muir has suggested the outline of 
an accounting clause for incorporation in codes 
or for use by the code authorities. 

“It shall be an unfair method of competition 
for any producer covered by this code to sell 
any article at less than his cost of production, 
provided, however, that any producer may sell 
at or below his cost to meet competition by an- 
other producer who does not violate the code. 
Cost of production, as herein used, includes 
all direct labor and material at cost or market, 
whichever is lower, plus a proportionate share 
of all indirect expenses, inclusive of depre- 
ciation and/or depletion computed according 
to the maximum rate of the income-tax pro- 
cedure; but exclusive of any reserves for pur- 
poses other than depreciation, exclusive also 
of interest paid and developmental expenses, 
provided that the distribution of such indirect 
expenses per unit of product produced should 
be on the basis of an average rate of utilization 
of plant facilities by efficient producers during 
1927-1932. 

“The average rate of utilization of plant 
facilities of efficient producers could be com- 
puted as follows: 

“Each member of the industry should make 
a consolidated income-tax return for that por- 
tion of (or all of) his operations devoted to 
the production of the product covered by this 
code, for the years 1927-32, together with the 
record of their physical production and sales 
in each of these years. 
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“From these reports may be calculated the 
average rate of utilization of plant investment 
by the one-third portion of the industry which 
reported the lowest cost of production per unit 
for this period. 

“This rate of utilization (rather than full 
capacity) should become the standard for the 
distribution of all indirect expenses and fixed 
charges for the purpose of determining per 
unit charges by every producer covered by this 
code.” 

Certainly one of the most important up- 
shots of the N.R.A. and its problems, from 
the viewpoint of the accountants, will be the 
adoption of uniform cost methods by industrial 
groups. The codes in some instances specifi- 
cally require it, and its advantages to every 
group are now apparent. 

A committee of the National Association of 
Cost Accountants has recently reported on its 
study of this question and outlined a uniform 
cost system that can be tied in with the general 
ledger accounting, so as to provide proof of 
accuracy in cost data, periodic inventories and 
periodic profit-and-loss statements. In offer- 
ing its model system, the committee points out 
that in drawing the code provision relative to 
the requirement of a uniform cost accounting 
plan, the members of the industry must be care- 
ful to reserve the right to determine the cost 
formula best suited to their own conditions of 
operation. 

Discussing the fundamental meaning of cost, 
the report says that “accounting for manufac- 
turing cost in any manufacturing plant means 
the accounting for every dollar spent for ma- 
terial, labor and expense of every character that 
enters directly into production, and for the 
money spent on the administration of the fac- 
tory operations, the experimental work, engi- 
neering work, repairs, maintenance, etc., that 
may in any way contribute to the manufacture 
of the product. Accounting for selling and 
distributing costs means an accounting for 
every dollar spent which in any way enters into 
the cost of selling and distributing. 

“The development of a uniform cost ac- 
counting plan for any industry must naturally 
give consideration to those requirements which 
are peculiar to the kind of industry in ques- 
tion. There are, however, certain general prin- 
ciples of cost accounting which are applicable 
to every form of manufacturing, such as the 
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accounting for raw materials and purchased 
parts, or for the hours and wages of direct 
labor. The determining of manufacturing 
burden and its segregation into fixed and vari- 
able expenses are also recognized as funda- 
mental principles of good cost accounting, but 
when it comes to choosing the form of burden 
rates to be used in distributing burden to the 
products there are conditions peculiar to each 
particular industry that must be taken into 
consideration.” 

The report lists three questions, the answers 
to which are in debate, and presents affirmative 
and negative arguments on each point. The 
questions are: Should administrative expenses 
be divided between manufacturing and selling? 
Should depreciation be calculated on the basis 
of replacement value? Should interest on in- 
vestment be included as an element of cost? 


Chicago Stock Exchange Discusses 
Corporate Reports 


Firms of accountants which examine ac- 
counts of companies listed on the Chicago stock 
exchange recently received a letter from the 
president of the exchange naming certain items 
sometimes omitted from financial statements 
which the exchange would prefer to see in- 
cluded. 

The letter follows: 

Dear Sir: 

You will soon be engaged in the preparation of 
audit reports for clients having securities listed on 
the Chicago stock exchange. 

During the past year we have been engaged in a 
detailed survey and analysis of all financial reports 
submitted to us. Our purpose has been to be in a 
position to offer suggestions that will aid in the 
preparation of reports which will give the securities 
holder the greatest possible degree of clarity, ac- 
curacy and information in the report submitted to 
him by his corporation. Our studies disclose that 
in some instances these reports fall short of the de- 
sired clarity and informative quality because of the 
omission of one or more of the following items: 
Balance-sheet items: 

1. Goodwill not segregated from other assets. 

Patents not segregated from other assets. 

3. Basis of valuation of fixed assets not stated. 

4. Basis of valuation of inventory not stated. 

5. Inventory based on cost where !atter is higher 
than market. 
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6. Advances to directors, officers and employees 
not shown separately. 

7. Marketable securities carried at cost without 
any indication, either as a footnote or otherwise, 
as to their market value. 

8. Depreciation reserve not shown on_ balance- 
sheet. (This item is particularly important where 
the certificate is qualified in respect to the adequacy 
of the depreciation.) 

9. Outstanding shares of stock not shown. 

10. Maturity dates of funded and other long 
term indebtedness not shown. 

11. Contingent liabilities not shown as a foot- 
note to balance-sheet or otherwise indicated thereon. 
12. Capital and earned surplus not segregated. 

13. Cost of treasury stock not shown as a deduc- 
tion from earned surplus, or earned surplus not 
otherwise earmarked to indicate what portion there- 
of has been applied to purchase of treasury stock, 
in states where a company’s own stock may only be 
purchased out of earned surplus. 

Profit-and-loss items: 

1. Depreciation not shown separately. 

2. Financial income and financial expense items 
not shown separately. 

Consolidated Statements: 
1. Certain subsidiaries not consolidated. 


Being confident that we are mutually working 
toward the same end, we urge that these items have 
your careful consideration in the preparation of your 
audits. While we shall be glad to discuss with you 
any question you may have in this connection, the 
Chicago stock exchange is not disposed to engage 
in a technical discussion of your professional prob- 
lems and responsibilities because it has uniformly 
been our policy in all professional relationships with 
accountants, lawyers and others, to rely upon the 
ability and character of such professional persons 
until such reliance has been found to be unjustified. 

Yours very truly, 


(Signed) MICHAEL J. O'BRIEN, President 


A. J. Lynn, Louisville, spoke at the first 
annual conference on commercial education at 
the University of Kentucky, December 9th, on 
the subject of “Good accounting, a requisite 
to efficiency in local government.” 


William P. Peter, Dallas, spoke before stu- 
dents of the Texas Agricultural and Mechani- 
cal College on December 12th, on the prospect 
of a career im accountancy. 


* 
s 
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Commercial-paper Dealers Favor 
Independent Audits 


The value of independent audits is set forth 
in a bulletin recently distributed by Weil, Mc- 
Key & Co., commercial-paper dealers, to their 
clients and others. The text is as follows: 

It is distinctly in the interests of companies to 
have their books audited and their financial state- 
ments prepared by certified public accountants of 
recognized standing. This fact, which we have called 
to the attention of our clients for years, has been 
given added emphasis by the provisions of the fed- 
eral securities act of 1933. 

With a view to a company obtaining the maxi- 
mum benefit from their audits we suggest that they 
have a detailed audit report prepared and also a 
“certified 
tificate. 


balance-sheet’’ bearing the auditor's cer- 
detailed report, 


which should include a statement of operations, the 


In connection with the 
pamphlet Verification of Financial Statements will 
be of interest to our clients and to any of their audi- 
This 
was originally issued by the federal reserve board at 
Washington and revised in May, 1929, by the Ameri- 
can Institute of Accountants, and we are informed 
that it is considered to be a standard of procedure 
in the verification and preparation of balance-sheets 
and that it is available at any of the federal reserve 


banks. 


In 


tors who may not be already familiar with it. 


representing our clients with the investing 
banks, we are able to do so most effectively through 
having a copy of the detailed audit report in our 
own file. Copies of this full report due to its size 
ordinarily are not given by us to the investing banks 
who instead receive copies of the certified balance- 
sheets of our clients with a digest of any pertinent 
and essential facts contained in the full audit that 
may be necessary to give a proper understanding of 
the balance-sheet. of this it is desirable 
that the certified balance-sheets be fully itemized 
rather than in condensed form, and so worded that 
they are so far as possible self-explanatory, with any 
pertinent facts in connection with the balance-sheet 


In view 


items covered in the certified balance-sheet or in the 
auditor’s comments and certificate attached to it. For 
this purpose the separate certified balance-sheets 
should be in fully as detailed form as the balance- 
sheets in the detailed audits. 

We are listing below as a matter of interest points 
in connection with the principal balance-sheet items 
which we have found it is desirable to have covered 
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in the certified balance-sheets furnished to the paper- 
buying banks. In many cases we find this informa- 
tion in the balance-sheets furnished to us, but since 
there does not seem to be a uniform practice with 
respect to these matters, we are listing below some 
of the salient points: 


Cash—A separation of any cash in closed banks, on 
time certificates of deposit or under any other re- 
strictions. 


Receivables—A segregation of accounts and notes re- 
ceivable and specific mention of whether or not 
they are due from customers and a description of 
receivables other classification. 

The amount of reserve for bad debts, if any, should 

also be shown. 


falling into any 


Inventories—A segregation of raw materials, goods 

in process, finished goods and supplies, with in- 
A state- 
the accountants verified the 
physical quantities of the inventory should be in- 
cluded. 


formation as to the basis of valuation. 


ment as to whether 


Investments—Should be classified as to their nature, 
and if marketable the current market value should 
be United States 
should be listed separately. 


shown. government securities 

Fixed Assets—Should be separated to show land, 
buildings, machinery and equipment, with infor- 
mation as to whether taken at cost or appraisal 
value and the amount of reserve provided for de- 
preciation on each. 


Notes Payable—Should be itemized as to whether 
due to banks, trade, personal or other creditors. 
Trade acceptance or acceptances under letters of 
credit should be separated. Any secured borrow- 
ings should be clearly stated and the assets by 
which they are secured should be specified. 

Accounts Payable—Trade accounts payable should be 
separated from other accounts payable, with an 
indication of the nature of the latter. 

Fixed Liabilities—Statement should contain full in- 
formation as to all maturity dates, sinking fund 
provisions, etc., and whether the liabilities con- 
stitute a lien against any assets. 


should be 


Payments due 
within one 


liabilities. 


year shown as current 


Reserves—General reserves should be itemized and 
explanatory comments added in cases where the 
titles of the reserves are not self-explanatory. 
Valuation reserves should be deducted from the 
assets to which they apply. 


Capital Stock—The various classes of outstanding 


us 
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stock should be listed. Cumulative preferred 
stock should be so specified with a notation of 
the dividend rate and mention of any cumulative 
dividends which are past due and unpaid. 

Surplus—An analysis of surplus should be included 
showing additions and deductions during the fiscal 
year. 

Contingent Liabilities and Commitments—All con- 
tingent liabilities should be listed on the state- 
ment, or if there are no contingent liabilities that 
fact should be stated; also there should be men- 
tion of any merchandise or other commitments that 
might materially affect the company’s position. 

Certificate—This should clearly state that an audit 
has been made for a given period and as of a 
given date and should include a brief summary 
of the scope of the work performed by the audi- 
tors in the verification of the statement, together 
with an expression of the auditor's opinion that the 
statement fairly sets forth the position of the com- 
pany at a given date, subject to any qualifications 
which the auditor may specify in the statement or 
the certificate. 

Signature—In addition to the signature of the audi- 
tor, there should be the official signature of the 
company by one of its officers. 


Annual Convention of University 
Instructors in Accounting 


The merica.. Association of University In- 
structo.. in Accounting met for its eighteenth 
annual onvention at Philadelphia on Decem- 
ber 28t.. und 29th. The sessions were held at 
the Benjamin Franklin hotel and devoted to 
discussions of current technical problems. 


The discussions fell under four heads, school 
and governmental accounting, costs and values, 
problems of distribution and problems of ac- 
counting research. 

Lloyd Morey, of the University of Illinois, 
was chairman of the session devoted to school 
and governmental accounting. Papers read 
were: “The accounting instructor and_ local 
government accounting’’, by Hiram T. Scovill, 
of the University of Illinois; ‘The public ac- 
countant and local government accounting’, by 
Charles S. Rockey, of Philadelphia; ‘“Govern- 
ment accounting and accountancy examina- 
tions’, by Fayette H. Elwell, of the University 
of Wisconsin, and “Unit costs in institutions 
of higher education”, by T. L. Hungate, of 
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Columbia University, with discussion by H. I. 
MacLean, of the University of Pennsylvania. 


G. A. MacFarland, of the University of 
Pennsylvania, presided at the session con- 
cerned with costs and values. The papers 
were: “Cost accounting under the ‘New 
Deal’”’, by Charles Reitell, of the University 
of Pittsburgh, with discussion by W. Mason 
Smith, of Northwestern University; ‘Aspects 
of standard cost’, by John Balch, of Philadel- 
phia, with discussion by W. P. Fiske, of the 
Massachusetts Institute of Technology, and 
“Aspects of asset valuations’, by William A. 
Paton, of the University of Michigan, with 
discussion by David Himmelblau, of North- 
western University. 

At the annual dinner on the evening of De- 
cember 28th, A. C. Littleton, of the University 
of Illinois, delivered an address on “‘Account- 
ing evolution: third stage’’. 

The session devoted to problems of distri- 
bution was held in conjunction with the meet- 
ing of the Teachers of Marketing and Advertis- 
ing. E. D. McGarry, of the University of Buf- 
falo, presided. Paul W. Atwood, secretary of 
the research council, Association of National 
Advertisers, Inc., read a paper entitled “The 
manufacturer looks at his cost of distribution’, 
discussion of which was led by Howard C. 
Greer, of the University of Chicago. C. M. 
Schmalz, of the Harvard University bureau of 
business research, spoke on “Some current 
problems in administering the retail method of 
inventory’, his address being discussed by 
Harvey G. Meyer, of the University of Ten- 
nessee. Wilford L. White, of the University 
cf Texas, read a paper on “Problems of de- 
termining total cost of distribution”, followed 
by discussion by Edward J. Filbey, of the Uni- 


versity of Illinois. 


Under the head of ‘Problems of accounting 
research”, three papers were heard: ‘Sources 
of capital surplus’, by R. P. Marple, of the 
Alabama Polytechnic Institute, discussed by 
Roy B. Kester, of Columbia University; 
‘French enterprise under inflation’, by Max 
J. Wasserman, of the University of Illinois, 
discussed by Jacob B. Taylor, of Ohio State 
University, and ‘‘Asset valuation in dividend 
decisions’, by L. L. Briggs, of the University 
of Vermont, discussed by James L. Dohr, of 
Columbia University. 
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Annual Reports to Stockholders of 
Banking Institutions 


In a recent report of the policyholders’ ser- 
vice bureau of the Metropolitan Life Insur- 
ance Co. the advantages of annual financial 
reports to stockholders by banking institutions 
is set forth with a survey of the present prac- 
tices of leading banks in this respect. It is 
stated in an introductory note that the opinions 
expressed in the report are those of the sources 
consulted and have not the official endorse- 
ment of the company. The report is quoted in 
part as follows: 

“Annual bank reports invariably contain a state- 
ment of assets and liabilities. In addition, some 
banks, either in the body of the report itself or 


separately, present an operating statement. Canadian 


bank reports usually contain information concern- 
ing the profit-and-loss account 
“There seems to he an increasing tendency among 


American banks present information concerning 


the year’s financial operations. This practice of giv- 
ing stockholders information concerning the banks’ 
earnings seems likely to increase and it may not be 
manv years before banks include a forma! profit-and- 
loss statement in their annual 


positors and stockholders. 


accounting to de- 


“The statement of assets and liabilities found in 


the reports of banking institutions are generally 


similar in form and set-up, although a detailed ex- 
amination will 


differences and refinements. 


statements of 


reveal 
bank resources and 
liabilities are comparative in nature, either dealing 
with the resources and liabilities of the same insti- 


Occasionally 


tution over a period of years, or in the case of a 
group of banks, giving the resources and liabilities 
as of a certain daie of all the banks constituting a 
particular group. 


“At times, efforts are made by banking institutions 
to present their bank reports in such a manner that 
the average depositor or stockholders may easily un- 
derstand the nature of the financial statements. This 
is believed to be a commendable feature, particularly 
if the report also meets the customary technical ac- 
counting requirements. 

“The item ‘loans and discounts’ is ordinarily the 
most considerable asset of banking institutions and 
any detail concerning this asset is of interest to de- 
positors and stockholders. It is still not uncommon 
in bank reports to lump these loans and discounts 
under a single caption and to give no further infor- 
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mation than the amount in total. On the other hand 
a number of banks differentiate between demand 
loans and time loans. It is unusual to find a state- 
ment of the extent of loans on real estate as against 


other collateral loans. 


“The reports of many banks show deposits as a 
single item. There has been some tendency to sub- 
divide this major liability further. An adequate 
classification of deposits tends to clarify the state- 
ment of a bank. Differentiation between time and 
demand deposits, savings and deposits for commercial 
purposes, deposits from individuals, from banks and 


from public sources is helpful. 


uninformed 
an examination of bank reports year by 
year shows that an increasing number provide ade- 
quate details for their depositors and stockholders. 
Perhaps one of the influential factors in encourag- 
ing indirectly the publication of satisfactory reports 


“Despite the existence of much 


criticism, 


is the federal reserve board, whose customary report 
of condition has set a standard that banks are fol- 
wing with increasing fidelity in their public 

Another recent report of the policyholders 
service bureau deals with the adoption of uni- 
form cost methods by trade associations. It 
was prepared as a means of providing infor- 
mation which will be of practical value in in- 
augurating and carrying on such activities. It 
does not prescribe any specific form of cost 
accounting nor discuss the technical accounting 
features involved. The report is primarily 
concerned with an outline of the history, pur- 
pose and scope of cost activities carried on by 
various industrial groups; how these activities 
have been organized and developed; the re- 
sults accomplished, and the difficulties and ob- 
jects to be overcome. 


Eric A. Camman, New York, spoke at a 
meeting of the Industrial Marketing Execu- 
tives of New York, November 22nd, on the 
subject of “Expenses and sales cost account- 
ing. 


Harvey S. Chase, of Boston, reported to the 
Massachusetts state charter commission on De- 
cember 20th, on a study of the subject of 
charter revision by a special committee of the 
National Economy League, of which he is chief 
of statistics and research. 


a's 
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Federal Trade Commission Rulings 
under Securities Act 


Interpretations of the federal securities act 
are contained in rulings recently made public 
by the federal trade commission. 


EXEMPTIONS 

The commission published an opinion under date 
of December 13th that shares of stock in certain 
mortgage-loan companies which are obtaining loans 
from the reconstruction finance corporation in order 
to re-lend the proceeds to local industries and mer- 
cantile businesses are exempt from registration. The 
commission indicated that in its view the securities 
would be exempt (1) where the mortgage-loan com- 
pany was incorporated in the state in which it was 
to operate and sold its stock only to residents of 
that state, and (2) where the mortgage-loan com- 
pany was to operate in and sell its stock outside 
the state of its incorporation, if the stock of the 
company were issued only to borrowers or if the 
stock issued to borrowers carried voting rights in 
the same proportion to their investment as_ that 
issued to others. 


An amendment to the rule adopted November Ist, 
concerning notes and bonds secured by real estate 
mortgages and exemption of issues the aggregate 
amounts of which do not exceed $100,000, became 
effective December 21st. Part II of that rule exempts 
from registration requirements securities comprising 
an issue no portion of which is to be issued other- 
wise than for cash, if the issue complies with cer- 
tain conditions. Among the conditions is one to 
the effect that net proceeds obtained from all securi- 
ties, including the net proceeds from the issue 
exempted, shall not exceed $100,000. This para- 
graph is amended by the addition of the provision 
that where the securities are subscribed for on a de- 
ferred payment plan, the date of the subscription or 
the purchase contract shail be deemed the date of 
issues of the securities. 


ADDITIONS TO REGISTRATION STATEMENTS 

In a recent compilation of extracts from letters 
in response to inquiries concerning the application 
of the securities act, published December 28th, there 
is contained the following reference to amendments 
or supplements to registration statements. Two 
questions were presented—whether, in view of cer- 
tain changes in the condition of the issuer of which 
the issuer wished to give the prospective investors 
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notice, it was mecessarv to amend the registration 
statement and how the information should be pub- 
lished in any prospectus of the issuer. 

“Under section II the accuracy of the registration 
statements is to be judged by the date upon which 
it becomes effective. It is, therefore, unnecessary, 
and probably impossible, to amend it to include 
facts which occur after its effective date. It may, 
of course, be necessary to supplement the information 
contained in the prospectus in order that it may not 
be misleading. The use of supplementary informa- 
tion, however, does not require an amendment of 
the prospectus, and no further papers need, there- 
fore, be filed with the commission. On the other 
hand, if it is proposed to substitute new informa- 
tion for that contained in the prospectus, since under 
the rules of the commission the prospectus must not 
omit certain items contained in the registration state- 
ment, such changes can be effected only by a regu- 
lar amendment to that statement filed with the com- 
mission. In any case in which it could properiy be 
made, such an amendment, being filed after the effec- 
tive date of the registration statement, would be- 
come effective itself on such date as the commission 
may determine, having due regard for the public 
interest and the protection of investors.” 


Audits Required for Loans under 
South Bend Bankers’ Code 


Under a code of fair competition proposed 
by banks of South Bend, Indiana, subject to 
the approval of state and national code commit- 
tees, applicants for loans would be required 
to submit audit reports prepared by a certified 
public accountant. 

South Bend business men were informed of 
the accounting provisions of the code in a let- 
ter quoted below in part: 

‘Pursuant to the bankers’ code of fair competition 
as adopted by the South Bend banks effective Dec. 
31, 1933, it is required that each company or cor- 
poration owing or borrowing $2,500 or more furnish 
the bank with a certified public accountants’ audit at 
This audit shall be a verification of 
all assets and liabilities, including profit-and-loss 
figures, and analysis of surplus. 


least annually. 


“If you are not accustomed to furnishing us with 
statements covering such requirements we call the 
matter to your attention at this time as you will, no 
doubt, desire to make the necessary arrangements 
at the end of your fiscal year to have a certified pub- 
lic accountant prepare your annual statement.” 
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NOTES 


Separate Accounting and Double Taxation 

Mitchell Carroll, lately associated with the League 
of Nations in a study of international double taxa- 
tion, and formerly with the treasury department, said 
at the Institute’s offices the other day that public ac- 
countants would do well to study the latest report 
of the Institute's special committee on international 
double taxation. Many of the publications men- 
tioned in the report, he said, contain data developed 
by extensive research which are applicable to many 
tax problems, not necessarily international in scope. 
For example, he referred to the United States 
supreme court decision in Hans Rees’ Sons, Inc. v. 
State of North Carolina, ex rel. Maxwell, Commis- 
sioner of Revenue, 1931, which virtually supported 
the separate-accounting basis for allocation of profits 
of a firm doing business in more than one state. 
Chapter 12, Vol. IV, of the League of Nations re- 
port, Taxation of Foreign and National Enterprises, 
contains a good deal of information which would 
be useful in considering questions of this character. 


A Penalty on Fiscal-Year Corporations? 

A member of the Institute points out that corpo- 
rations with fiscal years ending between July and 
November may be required to file excess-profits-tax 
returns for two fiscal years, and pay tax when due, 
while calendar-year corporations will be required only 
to file form 1121 for the calendar-year 1933 and pay 
the indicated excess-profits tax. Presidential procla- 
mation ended the excess-profits tax as of December 
5, 1933, while sec. 217 (e) of the recovery act states 
that the tax “‘shall not apply to any taxpayer in re- 
spect of any taxable year after its taxable year dur- 
ing which the date so proclaimed occurs.’’ Of course, 
if the tax should be re-enacted all companies would 
be in the same boat. 


Practice in Canada 
Several American accountants have reported that 
they have been refused entry into Canada to conduct 


Inquiry 
indicates that the Canadian immigration authorities 


professional engagements in that country. 


have lately extended the classification of “contract 
labor’’ to include public accountants, and therefore 
under a ruling applicable to contract labor issued in 
August, 1929, foreign accountants may not enter 
It is believed that the 
immigration department at Ottawa may grant special 
permission in certain cases to American accountants 
of truly professional standing who wish to enter 


Canada to do work there. 
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Canada to perform engagements, if the department 
is convinced that it is necessary for these particular 
men to do the work. Accountants who desire to 
apply for such special permission should address the 
Commissioner of Immigration at Ottawa, stating the 
name of the client, the reason why it is specially de- 
sirable for the accountant in question to perform the 
engagement, the names of the men whom it is in- 
tended to send and the port of entry. 


Complaints on Matters Sub Judice 

The Institute's ethics committee has consistently 
followed the policy of refusing to file formal com- 
plaint against a member of the Institute on the basis 
of facts which are the subject of litigation. It is 
felt that alleged negligence or misconduct under con- 
sideration of courts of law should be disposed of by 
the legal tribunal before receiving official notice by 
the professional organization of which the accused 
person may be a member. The reasoning is, of 
course, that a member's case before the courts might 
be gravely damaged by the knowledge that he had 
been tried by his professional associates on charges 
of wrongdoing arising from the same circumstances 
as those surrounding the suit at law. The injustice 
might be accentuated if, as is entirely likely, the 
grounds for trial before the professional society dif- 
fered from the legal issues involved in the same 
case. This explanation is offered in response to 
inquiries as to why the Institute sometimes appa- 
rently delays consideration of cases which receive 
general publicity involving members of the Insti- 
tute. 


Fact vs. Opinion 

Is an accountant’s report an expression of opinion 
or a statement of fact? Opinion, say leading prac- 
titioners with one voice, but they recognize that it 
may be difficult to convince the layman. A very 
well known attorney, speaking on liability of ex- 
perts under the securities act, at a recent luncheon 
of consulting engineers in New York, took occasion 
to refer to the status of accountants. ‘Accountants 
claim that what they offer their clients is an ex- 
pression of professional opinion,” he said in effect, 
“and I am convinced that they are right. But I 
doubt whether a jury of laymen would think so.” 
Another member of the legal profession, James M. 
Landis, of the federal trade commission, said at a 
meeting of the New York State Society: “It has been 
said, and very rightly in my humble opinion, that 
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most of accounting is after all a matter of opinion 
rather than anything else. But though this may be 
true, I have still to see the case of a prospective 
investor being offered a balance-sheet and having it 
carefully explained to him that this or that item is 
merely an opinion or deduction from a series of 
other opinions mixed in with a few acknowledged 
facts. But the fact is that accountancy, has paraded 
too largely as being an exact science. Accountancy, 
as distinguished from law, has generally been por- 
trayed as an exact science, and its representations 
have been proffered to the unlearned as representa- 
tions of fact and not of opinion. If it insists upon 
such fact representations, it is, of course, fair that 
it should be burdened with the responsibility atten- 
dant upon such a portrayal of its results.” 


Meetings 
The activity of various committees is a good indi- 
cation of the progress of the Institute as a whole. 


Since the annual meeting in October, 16 meetings 
of the following committees have taken place, execu- 
tive committee (2), board of examiners (2), com- 
mittee on professional ethics (1), committee on pub- 
lication (2), special committee on codperation with 
stock exchanges (2), special committee on account- 
ing procedure (3, one in conjunction with com- 
mittee on ethics), special committee on inventories 
(2, in conjunction with committee of American 
Petroleum Institute), special committee on codper- 
ation with other organizations (1), benevolent fund 
(1), special committee on governmental accounting 
(1, informal luncheon of chairman, one member, and 
secretary). Members from the following cities have 
attended one or more of these meetings: Baltimore, 
Boston, Houston, Los Angeles, Newark, New York, 
Philadelphia, San Francisco, Urbana, Illinois. All 
members attend committee meetings at their own 
expense. 


NEWS OF LOCAL SOCIETIES 


California 


Los ANGELES 

The second annual joint meeting of the Los 
Angeles chapter of the California State Society 
of Certified Public Accountants and the 
Southern California chapter of the Robert 
Morris Associates was held on December 11th. 

Chester A. Rude, national president of the 
Robert Morris Associates and chairman of the 
chapter committee on co6peration with certified 
public accountants, spoke on behalf of the bank 
credit men. William E. Ware, chairman of 
the Los Angeles chapter’s committee on co- 
operation with the Robert Morris Associates, 
responded on behalf of the accountants. 


Florida 


The Florida Institute of Accountants held 
its semi-annual meeting on December 8th and 
9th at the Dixie Court hotel, West Palm 
Beach. 

A movement was then initiated to promote a 
four-state meeting of public accountants to be 
held at Miami in June. The state societies of 
Alabama, Georgia and South Carolina would 
be invited to meet with the Florida Institute 
to discuss problems of common interest, ac- 
cording to the plan. 


22 


At the opening session of the meeting a 
paper on “Compulsory audits of corporations’’ 
was read by I. J. Varnedoe, of Jacksonville. 
W. E. Keen read a paper by C. W. Fisher, 
of Palm Beach, on “Deposit guaranty funds 
as deductions for income-tax purposes.” Dur- 
ing the afternoon session of the first day, A. S. 
Anderson, city manager of West Palm Beach, 
addressed the accountants on the scope of 
municipal audits, and C. C. Potter, of 
Orlando, spoke on ‘‘Lump-sum bidding.” 

C. Cecil Bryant, of Ocala, and H. P. 
Andrews, of Tampa, members of the Florida 
state board of accountancy, during a session of 
the second day, told of activities of the state 
board. Reports were heard on the annual 
meetings of the American Institute of Account- 
ant and the American Society of Certified Pub- 
lic Accountants. 


Idaho 


The annual meeting of the Idaho Society of 
Certified Public Accountants was held at Boise 
in early December. Officers then elected are: 
James Munro, president; George B. Middle- 
ton, vice-president; J. W. Robinson, secretary- 
treasurer; Willard J. Wilde, Edwin A. Wilson, 
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Norman H. Young and Elmer W. Fox, direc- 
tors. 


Michigan 


CENTRAL MICHIGAN 


C. J. Wagner, of Grand Rapids, consulting 
engineer, addressed members of the Western 
Michigan chapter of the Michigan Association 
of Certified Public Accountants at their meet- 
ing at Grand Rapids on December 7th, on 
“Values of property’. 


Minnesota 


The Minnesotoa corporation code and state 
laws affecting the practice of accountancy were 
discussed at the December meeting of the 
Minnesota Society of Certified Public Account- 
ants at St. Paul, December 19th. The prin- 
cipal speakers were A. B. Christofferson, at- 
torney, and Thomas J. Shannon. 


Mississippi 

The first issue of the Bulletin of the Missis- 
sippi Society of Certified Public Accountants, 
to be published quarterly hereafter, made its 
appearance in December. The pamphlet con- 
tains editorial articles of general and_ local 
interest and one signed article. Members of 
the society are listed geographically. 


Missouri 


St. Louls 


A hypothetical balance-sheet and auditor's 
report, prepared for the occasion, was dis- 
cussed at a joint meeting on December 14th 
of the St. Louis chapter of the Missouri So- 
ciety of Certified Public Accountants and the 
St. Louis chapter of the Robert Morris Asso- 
ciates. 


Nebraska 


Members of the Nebraska Society of Certi- 
fied Public Accountaats entertained bank off- 
cers at a dinner meeting at Omaha on Decem- 
ber 22nd, devoted to discussion of problems 
of common interest to bankers and accountants. 
Among the questions for which answers were 
sought are: What should current assets in- 
clude? What do bankers expect from account- 
ants’ report as to valuations of fixed and cur- 


23 


Bulletin of American Institute of Accountants 


rent assets? Should investments be reflected 
on financial statements as assets or deductions 
from liability or capital? 


New Jersey 


“At the December meeting of the Society of 
Certified Public Accountants of the State of 
New Jersey, Judge Fred W. Stickel, Jr., presi- 
dent of the New Jersey Building and Loan 
League, spoke on the subject of the federal 
home loan bank. The meeting was held De- 
cember 18th at the Downtown club, Newark. 

Six topics of current interest were discussed 
in open forum under the leadership of mem- 
bers of the society. They were: ‘Federal 
taxes,” John J. Morgan; “National industrial 
recovery act,’ Andrew Nelson® ‘What bankers 
now expect in audit reports,’ Leon Kranztohr; 
“Developments in building-and-loan audit pro- 
cedure,” Lewis M. Sternrich; ‘Problems of the 
small accounting office,” James J. Hastings, and 
“The accountant looks into the future,’ Harold 
A. Eppston. 


Dr. Walter A. Simms spoke on ‘‘Account- 
ancy problems in a changed economic order.” 
The evils of competitive bidding were dis- 
cussed by James F. Hughes, William H. 
Compton and Robert E. Gulliver. 


Oklahoma 


The account of the annual convention of the 
Oklahoma Society of Certified Public Account- 
ants, held at Tulsa, November 20th and 21st, 
which appeared in the Bulletin for December, 
failed to mention the address of Frank Wilbur 
Main, of Pittsburgh, who spoke on ‘Qualities 
necessary to make a successful certified public 
accountant.” 


Oregon 


At a meeting of the Oregon State Society of 
Certified Public Accountants at Portland, De- 
cember 13th, competitive bidding was dis- 
cussed, following a committee report con- 
demning the practice. The report was not offi- 
cially adopted, but in a statement of the vice- 
president, Ernest Farnand, it was said that the 
membership of the society was in sympathy 
with the committee’s conclusions. T. 
Carstensen delivered an address on the detec- 
tion of fraud in accounts. 
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Pennsylvania 


PITTSBURGH 

William F. Marsh, of Pittsburgh, addressed 
members of the. Pittsburgh chapter of the Penn- 
sylvania Institute of Certified Public Account- 
ants at a meeting on December 5th. 


South Carolina 


H. E. Gooding, of Columbia, was re-elected 
president of the South Carolina Association of 
Certified Public Accountants at a meeting on 
December 4th, at Columbia. O. P. Burke and 
Raymon R. Finch, both of Columbia, were 
elected vice-president and secretary-treasurer 
respectively. 

Virginia 
NorFOLK 

Plans for the formation of a Norfolk chap- 
ter of the Virginia Society of Public Account- 
ants, as authorized at the September meeting 
of the state organization, are in the hands of 
W. R. Tolleth and A. Vernon Sheffield. Ten- 
tative by-laws have been drawn up and eligible 


Ralph G. Lucas and Thomas A. Dowd, un- 
der the firm name of Lucas & Dowd, announce 
the opening of an office at 80 Federal street, 
Boston. 


The admission of Philip Saunders, Jr., to the 
firm of Charles F. Rittenhouse & Co., Boston, 
is announced. 


Scovell, Wellington & Co., announce the 
opening of an office in the Liberty Bank build- 
ing, Buffalo. 


Reynold E. Blight, Los Angeles, addressed 
delegates to the state conference of school 
supervisors at Los Angeles, December 28th, on 
“The public and the public school.” 


William B. Finlay, of Great Falls, Montana, 
served as chairman of the depositors’ commit- 
tee at the daily sessions of the committee on 
organization of the Montana Bank & Trust 
Co. He recently addressed the Kiwanis club 
of Great Falls on “The use and care of our 
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accountants in the district are being cir- 
cularized. 


RICHMOND 


Under the auspices of the Richmond chap- 
ter of the Virginia Society of Public Account- 
ants, Baldwin B. Bane, chief of the securities 
division of the federal trade commission, spoke 
on the application of the federal securities act 
at a gathering of accountants, bankers and other 
professional men at Richmond on December 
15th. 

Wyoming 

The Wyoming Society of Certified Public 
Accountants held its annual meeting at Casper, 
on December 18th. Officers elected for the 
coming year are: W. B. Haselmire, president; 
T. E. Rogers, vice-president, and Edmonds 
Knittle, secretary-treasurer. Papers were pre- 
sented by O. M. Cordle on ‘The national re- 
covery act and the securities act,” by Karl B. 
Axt on “Cost accounting and the livestock in- 


dustry’” and by Edmonds Knittle on “Profit 
accounting.” 


Robert Irving Fletcher, of Poughkeepsie, has 
been made controller of the Long Island Light- 
ing company. 


At a meeting of the Ohio hotel association, 
William J. Forster, New York, spoke on ‘How 
to audit accounts for alcoholic beverages.” 


Benjamin Harrow, of New York, is the 
author of an article entitled “Stock dividends 
in the administration of trusts,” in the Decem- 
ber issue of the St. Johns College Law Review. 


Joel Hunter, Jr., has been appointed to serve 
on the national affairs committee of the At- 
lanta chamber of commerce. He recently ad- 
dressed members of the Fulton county grand 
jurors’ association at at Atlanta, not at Paducah, 
Ky., as reported. 


W. E. Langdon, of Columbus, Ohio, spoke 
at a meeting of the Ohio State Association of 
Dyers and Cleaners at Columbus, December 
4th, on ‘How to execute and plan costs.” 
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